ISO newengland

NEPOOL
June 29, 2007
VIA HAND DELIVERY
The Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission
Room 1A-East, First Floor
888 First Street, N.E.
Washington, D.C. 20426
Re:  1SO New England Inc., Docket No. ERQ7- -000, Limited Revision to

FCM Rules to Extend Date for Filing Regarding Treatment of De-List Bids
Rejected for Reliability Reasons

Dear Ms. Bose:

Pursuant to Section 205 of the Federal Power Act (“FPA”),! 1ISO New England
Inc. (the “ISO”) and the New England Power Pool (“NEPOOL”) Participants Committee,
on behalf of NEPOOL? (“Filing Parties”), hereby submit a limited revision to the
Forward Capacity Market (“FCM”) Market Rules (the “FCM Rules™) conditionally
accepted by the Federal Energy Regulatory Commission (“FERC” or “Commission”) on
April 16, 2007° to extend the stakeholder process for considering whether to change the
treatment of de-list bids rejected for reliability reasons, and if so, in what manner.

As discussed in more detail below, the FCM Rules* require the 1SO, NEPOOL
stakeholders and state utility regulatory agencies to determine, by June 30, 2007, whether
to change the treatment of de-list bids rejected for reliability reasons, and if so, in what
manner. After careful consideration and with the input of state utility regulatory
agencies, ISO and NEPOOL stakeholders unanimously agreed to defer the June 30, 2007
filing date to May 15, 2008 in order to provide additional time for all parties to
understand and properly address this complex issue, and to allow discussions on the topic

' 16 U.S.C. § 824d (2000).

2 Capitalized terms used but not otherwise defined in this filing have the meanings ascribed thereto in the
ISO’s Transmission, Markets and Services Tariff (FERC Electric Tariff No. 3) (the “Tariff”), the Second
Restated New England Power Pool Agreement, and the Participants Agreement.

% 1SO New England Inc., 119 FERC 61,045 (2007) (“April 16 Order”).
* The FCM Rules are contained in Section 111.13 of the Tariff.



to be informed by the experience gained in conducting the first Forward Capacity
Auction. The ISO and NEPOOL request an effective date of August 30, 2007 for this

change.

l. Communications

All correspondence and communications in this proceeding should be addressed

to:
ISO NEW ENGLAND INC.

Raymond W. Hepper, Esqg.

Kerim P. May, Esq.*

ISO New England Inc.

One Sullivan Road

Holyoke, MA 01040-2841

Tel: (413) 540-4551

Fax: (413) 535-4379

E-mail: rhepper@iso-ne.com
kmay@iso-ne.com

NEW ENGLAND POWER POOL
PARTICIPANTS COMMITTEE

Sandi Hennequin, Vice-Chair*

NEPOOL Markets Committee

c/o

Constellation Energy Commaodities Group, Inc.
117 Cass Street

Portsmouth, NH 03801

Phone: (603) 436-3037

Fax: (603) 436-2410

Email: sandi.hennequin@constellation.com

*Persons designated for service®

Sherry A. Quirk, Esq.*

Monica M. Berry, Esq.

Schiff Hardin, LLP

1666 K St., NW, Ste. 300

Washington, DC 20006

Tel: (202) 778-6475

Fax: (202) 778-6460

E-mail: squirk@schiffhardin.com
mberry@schiffhardin.com

David T. Doot, Esg.

Michelle Gardner, Esqg.*

Day Pitney LLP

One International Place

Boston, MA 02110

Tel: (617) 345-4697

Fax: (617) 345-4745

Email: dtdoot@daypitney.com
mcgardner@daypitney.com

I1. Standard of Review

The ISO submits this revision pursuant to Section 205 of the FPA, which “gives a
utility the right to file rates and terms for services rendered with its assets.”® Under

® Due to the joint nature of this filing, the Filing Parties respectfully request a waiver of Section 385.203 of
the Commission’s regulations to allow the inclusion of more than two persons on the service list in this
proceeding.



Section 205, the Commission “plays ‘an essentially passive and reactive’ role”” whereby

it “can reject [a filing] only if it finds that the changes proposed by the public utility are
not ‘just and reasonable.””® The Commission limits this inquiry “into whether the rates
proposed by a utility are reasonable — and [this inquiry does not] extend to determining
whether a proposed rate schedule is more or less reasonable than alternative rate
designs.” The change proposed herein “need not be the only reasonable methodology,
or even the most accurate.” As a result, even if an intervenor or the Commission
develops an alternate proposal, the Commission must accept this Section 205 filing if it is
just and reasonable.™

I11.  Discussion of Proposed Change

Section 111.13.2.5.2.5 explains how bids that are rejected for reliability reasons
will be treated in the FCM. Subsection (f) of that section directs the 1ISO, NEPOOL
stakeholders and state utility regulatory agencies to review the treatment of bids rejected
for reliability reasons, and to consider whether bids rejected for reliability reasons should
be included in the calculation of out-of-market capacity that is used to determine the
applicability of the Alternative Capacity Price Rule.” Section 111.13.2.5.2.5(f) of the
FCM Market Rules states in its entirety:

Beginning in April 2007, the 1ISO will evaluate, in consultation with
NEPOOL stakeholders and state utility regulatory agencies, whether to
modify the treatment of de-list bids rejected for reliability reasons
pursuant to this section, including but not limited to an evaluation of the
application of the Alternative Capacity Price Rule, or similar mechanism,
to FCAs affected by de-list bids rejected for reliability reasons. Pursuant to
Section 205 of the Federal Power Act, the 1ISO will file with FERC on or

® Atlantic City Elec. Co. v. FERC, 295 F.3d 1, 9 (D.C. Cir. 2002). While there are provisions in Section
4.A. of the FCM Settlement Agreement regarding the standard of review that is applicable to substantive
modifications to the FCM Market Rules that address the terms of the FCM Settlement Agreement, the
change included herein is non-substantive and simply delays the date by which the ISO, NEPOOL
stakeholders and state utility regulatory agencies must consider a possible substantive change to the FCM
Market Rules.

" 1d. at 10 (quoting City of Winnfield v. FERC, 744 F.2d 871, 876 (D.C. Cir. 1984)).
®1d.

® See 1SO New England Inc., 114 FERC 61,315 at P 33 and n.35 (2005), citing Pub. Serv. Co. of New
Mexico v. FERC, 832 F.2d 1201, 1211 (10th Cir. 1987) and City of Bethany v. FERC, 727 F.2d 1131, 1136
(D.C. Cir. 1984) (“City of Bethany™), cert. denied, 469 U.S. 917 (1984).

1 Oxy USA, Inc. v. FERC, 64 F.3d 679, 692 (D.C. Cir. 1995).

1 Cf. Southern California Edison Co., et al., 73 FERC { 61,219 at 61,608 n.73 (1995) (“Having found the
Plan to be just and reasonable, there is no need to consider in any detail the alternative plans proposed by
the Joint Protesters.” (citing City of Bethany, 727 F.2d at 1136)).

12 Generally, the Alternative Capacity Price Rule provides that the Forward Capacity Auction clearing price
will be modified when certain conditions are met. One of these conditions is that the amount of out-of-
market capacity exceeds the amount of new capacity required. The amount of out-of-market capacity is
calculated by adding together various capacity amounts specified in Section 111.13.2.7.8 of the FCM Rules.



before June 30, 2007 either: (i) any potential rule changes relating to the
treatment of de-list bids rejected for reliability reasons or (ii) its
recommendation not to institute any rule changes and to delete this
subsection (f).

As required by Section 111.13.2.5.2.5(f), starting in April 2007, the 1SO, state
utility regulatory agencies, and NEPOOL stakeholders spent considerable time discussing
the treatment of de-list bids rejected for reliability reasons, and specifically whether those
bids should be subject to the Alternative Capacity Price Rule. Numerous arguments for
and against changing the treatment of de-list bids rejected for reliability reasons were
raised, as well as various related implementation issues. Despite substantial discussion at
four meetings of the NEPOOL Markets Committee,™ that committee was unable to reach
consensus on this issue. With the understanding that more time may help to inform and
enlighten the debate, a proposal to defer resolution of the issue was proposed and
unanimously approved by the NEPOOL Participants Committee at its June 8, 2007
meeting, with support from the state utility regulatory agencies. To effectuate this
deferral, the NEPOOL Participants Committee voted to change — from June 30, 2007 to
May 15, 2008 — the date by which the ISO must file with the Commission either: (i) rule
changes relating to the treatment of de-list bids rejected for reliability reasons; or (ii) a
recommendation not to institute any rule changes and to delete Section 111.13.2.5.2.5(f).
This extension will provide the ISO, NEPOOL stakeholders and state utility regulatory
agencies with the additional time needed to fully understand and properly address this
issue, and will allow discussions on the topic to be informed by the experience gained in
conducting the first Forward Capacity Auction.

IV.  Additional Supporting Information

Section 35.13 of the Commission’s regulations generally requires public utilities
to file certain cost and other information related to an examination of traditional cost-of-
service rates.** However, the proposed Tariff provisions associated with the
implementation of the FCM are not traditional “rates” and the ISO is not a traditional
investor-owned utility. Therefore, to the extent necessary, the ISO requests waiver of
Section 35.13 of the Commission’s regulations. Notwithstanding its request for waiver,
the 1SO submits the additional information enumerated below in substantial compliance
with relevant provisions of Section 35.13.

35.13(b)(1) - Materials included herewith are as follows:
+ This transmittal letter;

+ Attachment 1: A blacklined Tariff sheet reflecting the change proposed in this
filing;

3 This issue was discussed at meetings of the Markets Committee on April 24, 2007, May 8, 2007, May
31, 2007, and June 6, 2007.

418 C.F.R. § 35.13 (2006).



+ Attachment 2: A revised Tariff Sheet reflecting the change proposed in this filing;
and

+ Attachment 3: List of governors and utility regulatory agencies in Connecticut,
Maine, Massachusetts, New Hampshire, Rhode Island and
Vermont to which a copy of this filing has been sent.

35.13(b)(2) — The ISO and NEPOOL request that the modification of the Tariff
become effective on August 30, 2007.

35.13(b)(3) - Pursuant to Section 17.11(e) of the Participants Agreement,
Governance Participants are being served electronically rather than by paper copy. The
names and addresses of the Governance Participants are posted on the 1SO’s website at
http://www.iso-ne.com/regulatory/ferc/nepool/gov_prtcpnts_eserved.pdf. A paper copy
of this transmittal letter and the accompanying materials have also been sent to the
governors and electric utility regulatory agencies for the six New England states that
comprise the New England Control Area, and to the New England Conference of Public
Utility Commissioners (“NECPUC”). The names and addresses of these governors and
regulatory agencies are shown in Attachment 3. In accordance with Commission rules
and practice, there is no need for the Governance Participants or the entities identified on
Attachment 3 to be included on the Commission’s official service list in the captioned
proceeding unless such entities become intervenors in this proceeding.

35.13(b)(4) - A description of the materials submitted pursuant to this filing is
contained in this transmittal letter.

35.13(b)(5) - The reasons for this filing are discussed, inter alia, in Section Il of
this transmittal letter.

35.13(b)(6) - The Filing Parties’ approval of these changes is evidenced by this
filing. These changes reflect the results of the Participant Processes required by the
Participants Agreement and reflect the support of the Participants Committee.

35.13(b)(7) - The I1SO has no knowledge of any relevant expenses or costs of
service that have been alleged or judged in any administrative or judicial proceeding to be
illegal, duplicative, or unnecessary costs that are demonstrably the product of
discriminatory employment practices.



V. Conclusion

For the foregoing reasons, the ISO and the NEPOOL Participants Committee, on
behalf of NEPOOL, respectfully request that the Commuission approve the change to the

FCM Rules described herein.

Respectfully submitted,

ISO NEW ENGLAND INC.

By:_| 22 aMoued \\) Kepew /e

Raymond W. Hepper, Esq.
Kerim P. May, Esq.

ISO New England Inc.
One Sullivan Road
Holyoke, MA 01040-2841
(413) 540-4551

NEW ENGLAND POWER POOL
PARTICIPANTS COMMITTEE

iy D T Otfaue

David T. Doot, Esq.
Michelle Gardner, Esq.
Day Pitney LLP

One International Place
Boston, MA 02110
(617) 345-4697

Dated: June 29, 2007

BYMM

Sherry A. Quirk, Esq.
Monica M. Berry, Esq.
Schiff Hardin LLP

1666 K St., NW, Suite 300
Washington, DC 20006
(202) 778-6475



ATTACHMENT 1

Blacklined Tariff Sheet



ISO New England Inc.

FERC Electric Tariff No. 3

Section III — Market Rule 1 — Standard Market Design
Section II1.13 - Forward Capacity Market

1st RevOriginal Sheet No. 7314N
Superseding Original 7314N

®

Auction or Capacity Supply Obligation
Bilateral for that and subsequent Capacity
Commitment Periods. If the resource
continues to be needed for reliability
reasons, it shall be counted as capacity in the
Forward Capacity Auction and shall be
compensated at a just and reasonable rate
until such time as it is no longer needed for
reliability reasons.

Beginning in April 2007, the ISO will
evaluate, in consultation with NEPOOL
stakeholders and state utility regulatory
agencies, whether to modify the treatment of
de-list bids rejected for reliability reasons
pursuant to this section, including but not
limited to an evaluation of the application of
the Alternative Capacity Price Rule, or
similar mechanism, to FCAs affected by de-
list bids rejected for reliability reasons.
Pursuant to Section 205 of the Federal
Power Act, the ISO will file with FERC on
or before May 15, 2008Fure-36,2007 either:
(1) any potential rule changes relating to the
treatment of de-list bids rejected for
reliability reasons or (ii) its recommendation
not to institute any rule changes and to
delete this subsection (f).

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel — Effective: August 30ApsH16, 2007

Issued on: June 29Eebruary15, 2007



ATTACHMENT 2

Clean Tariff Sheet



ISO New England Inc.

FERC Electric Tariff No. 3

Section III — Market Rule 1 — Standard Market Design
Section II1.13 - Forward Capacity Market

Ist Rev Sheet No. 7314N
Superseding Original 7314N

®

Auction or Capacity Supply Obligation
Bilateral for that and subsequent Capacity
Commitment Periods. If the resource
continues to be needed for reliability
reasons, it shall be counted as capacity in the
Forward Capacity Auction and shall be
compensated at a just and reasonable rate
until such time as it is no longer needed for
reliability reasons.

Beginning in April 2007, the ISO will
evaluate, in consultation with NEPOOL
stakeholders and state utility regulatory
agencies, whether to modify the treatment of
de-list bids rejected for reliability reasons
pursuant to this section, including but not
limited to an evaluation of the application of
the Alternative Capacity Price Rule, or
similar mechanism, to FCAs affected by de-
list bids rejected for reliability reasons.
Pursuant to Section 205 of the Federal
Power Act, the ISO will file with FERC on
or before May 15, 2008 either: (i) any
potential rule changes relating to the
treatment of de-list bids rejected for
reliability reasons or (ii) its recommendation
not to institute any rule changes and to
delete this subsection (f).

Issued by: Kathleen A. Carrigan, Senior Vice President and General Counsel Effective: August 30, 2007

Issued on: June 29, 2007



ATTACHMENT 3

Governors and Utility Regulatory Agencies



The Honorable M. Jodi Rell
State Capitol

210 Capitol Ave.

Hartford, CT 06106

Maine Public Utilities Commission
State House, Station 18

242 State Street

Augusta, ME 04333.0018

The Honorable Deval Patrick
Office of the Governor

Rm. 360 State House
Boston, MA 02133

The Honorable John H. Lynch
State House

25 Capitol Street

Concord, NH 03301

The Honorable Donald L. Carcieri
State House Room 115
Providence, RI 02903

The Honorable James H. Douglas
109 State Street, Pavilion
Montpelier, VT 05609

Anne C. George, President

New England Conference of Public Utilities
Commissioners, Inc.

c/o Connecticut Dept. of Public Utility Control

10 Franklin Square

New Britain, CT 06051-2605

Connecticut Dept. of Public Utility Control
10 Franklin Square
New Britain, CT 06051-2605

The Honorable John E. Baldacci
One State House Station

Rm. 236

Augusta, ME 04333.0001

Massachusetts Dept. of Public Utilities
And Energy

One South Station

Boston, MA 02110

New Hampshire Public Utilities Commission
21 South Fruit Street

Ste. 10

Concord, NH 03301.2429

Rhode Island Public Utilities Commission
89 Jefferson Blvd.
Warwick, Rl 02888

Vermont Public Service Board
112 State Street, Drawer 20
Montpelier, VT 05620.2701

William M. Nugent

Executive Director

New England Conference of Public Utilities
Commissioners, Inc.

500 U.S. Route 1, Ste. 21C

Y armouth, ME 04096



Harvey L. Reiter, Esqg.
Counsel for New England Conference

Of Public Utilities Commissioners, Inc.

¢/o Stinson Morrison Hecker LLP
1150 18" Street, N.W., Ste. 800
Washington, DC 20036.3816

Power Planning Committee

New England Governors Conference Inc.
76 Summer Street, 2™ floor

Boston, MA 02110.1226



CERTIFICATE OF SERVICE
I hereby certify that I have this day served the forgoing document and attachments

upon the Governance Participants and each person identified in Attachment 3 of the
attached transmittal letter, in the manner specified in the transmittal letter.

Dated at Washington, DD.C., this 29th day of June, 2007.

DO 10498941





